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TV PROGRAMMING COST ANALYSIS

EXECUTIVE SUMMARY

Sharp increases in the cost to produce entertainment programming and field major
league sports teams ripple broadly through our nation’s economic fabric. These escalating
costs affect consumers directly—through higher ticket prices for movies and sports events or
for in-home entertainment; and indirectly—through higher advertising and promotional costs
which are built into the cost of everything from a box of Wheaties to a Big Mac. These cost
pressures are particularly acute on television networks.

The cost of creating film, TV and sports entertainment have been rising at rates much
faster than inflation. This upward cost trend is due in part to the changing economics of a
worldwide entertainment industry, where success is measured in the hundreds of miilions of
dollars. In particular, the expectations of those in the limited talent pool who can consistently
achieve success have grown dramatically. And the resulting cost increases to produce movies
and television series and obtain rights to major league sports over the last decade have
impacted all TV networks—broadcast and cable.

Prime examples of these entertainment and sports cost trends include:

» Since the early 1990’s, national media payments for sports rights have risen 32%...
from $1.34 bil./year to $1.77 bil./year, a 6% per year increase.

e From 1994 to 1997, the average ticket price to attend a regular-season NFL, MLB,
NBA and NHL game climbed 25% from $24.51 to $30.55, an 8% per year rise.

e Production costs of motion pictures released by the major studio have risen 33% in
the last four years alone, from nearly $30 mil. to nearly $40 mil. per film, equivalent
to a 10%/year compound growth rate.

e The prices charged to basic cable networks to license off-network syndicated TV
series have nearly doubled over the last four years from $400,000-3600,000 per
episode to $600,000-$800,000 today, 12% per year increase.

e Broadcast network TV spot rates, measured in “cost-per-thousands”, increased
47% between 1994 and 1997.

The rapid rise in entertainment and sports costs is consistent with supply/demand
economic theory. While the supply of top talent—-be they actors, athletes, writers or directors—
has remained relatively static over the years, there are today more potential bidders for their
services. Today, 6 broadcast television networks, 36 widely-carried basic cable networks and a
growing number of premium cable networks compete for a finite amount of top level
entertainment and sports programming. Coupled with a long-term demand on the part of both
advertisers and consumers for top entertainment product, the classic supply/demand equation
remains in constant imbalance in favor of the limited supply. Limited supply/growing demand
results in higher cost structures throughout the entertainment and sports industries production
and distribution chains.

1 KAGAN MEDIA APPRAISALS, INC.



TV PROGRAMMING COST ANALYSIS (Continued)

MAJOR LEAGUE SPORTS COST ANALYSIS

From 1982-86, the payroll for a National Football League team averaged about $4.5
mil. a year. Over the latest four year period (1994-1997) the payroll has gone up
seven-fold, to a per team average of $32.6 mil. a year.

The TV rights to broadcast NFL games have more than doubled between the 1982-
86 and 1994-97 contracts, from $2.1 bil. to $4.4 bil. The next four-year TV contract
for broadcast and cable rights to NFL games, covering the 1998-02 seasons, could
be 40% to 50% higher than the current deal.

The rights fees for the new four-year (1998-2001) National Basketball Association
TV deal with NBC and TNT/TBS is nearly two-and-one-half times the cost for the last
four-year deal (1994-1997). NBC'’s contract went from $750 mil. to $1.75 bil., up
133%, while Turner Broadcasting's fees went from $350 mil. to $890 mil., up 154%.

The average National Basketball Association player salary has gone up more than
four-fold over the last ten years, from $510,000 in 1986 to $2.2 mil. in 1996.

Between the 1993-94 and 1996-97 National Hockey League seasons, the average
player salary has increased 82%, from nearly $500,000 to more than $900,000.

Between the 1993 and 1997 Méjor League Baseball seasons, the average team
payroll increased from $31 mil. to $44.5 mil., a rise of 43%.

Nowhere are TV_programming cost increases more evident than in the sports

programming sector. Higher sports network programming costs, in turn, are attributable to
dramatically higher sports rights fees charged to the networks by professional sports teams and

leagues.

Ultimately, much of the reason for higher programming costs has to do with the

economics of the sports business.

In recent years, following a series of work stoppages, NFL, MLB, NBA and NHL
player salaries have all skyrocketed. With the introduction of free agency, top
professional athletes are able to command hefty bonuses and long-term guaranteed
contracts.

Team owners are paying skyrocketing prices for teams and recouping their
investment by passing the cost on to consumers, directly and indirectly.

in order to remain competitive, team owners are caught in a spiral and forced to
match the wages paid by other team owners.

New stadiums and arenas, costing hundreds of millions of dollars and packed with
expensive luxury loges and club seats are being partially funded by public sector
infrastructure improvements.

New stadiums and arenas are often financed, in part, by “personal seat licenses”
(PSL) in which consumers pay for the mere right to purchase a season ticket
package.
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TV PROGRAMMING COST ANALYSIS (Continued)

e Sports consumers fortunate enough to obtain individual unpackaged tickets are
being compelled to pay much higher prices for tickets, food & beverage, and
souvenirs than ever before.

e Cable TV sports programmers—both national and regional—are often at the mercy
of teams and leagues. To remain competitive in the video marketplace, cable
networks must extend or renew their TV rights to attractive sports programming.

e At the same time, cable operators and programmers bear the brunt of consumer
backlash to rate hikes that are necessary to recoup their investment in
programming.

‘s The typical cable TV regional sports network (RSN) recoups less than 30% of its
total revenue from advertising. The vast majority of revenue comes from licensing
fees paid by cable operators. In 1996, RSN’s generated $265 mil. in advertising
revenue, or only about 33 cents per subscriber per month.

e Cable operator affiliation fees to RSNs vary widely depending whether the RSN is a
premium or basic programming service and the distance of the cable operator's
market from the core city. Inner market affiliate fees for basic sports services range
from $0.50/sub/month up to as much as $1.40. Premium rates tend to be 50% of
the retail fee. Outer market rates are $0.15 to $0.50 per subscriber, per month.

e Even well-established mature national cable networks that carry sports
programming, such as ESPN and TNT, recoup only 40-50% of their revenue from
advertising. The rest comes from affiliate licensing fees, mostly paid by cable
operators, who in turn recoup the cost from their customers.

PLAYER SALARIES

The average professional athlete, last year, was a millionaire. Payroll accounts for 46%

to 81% of a typical team’s total revenue.
MAJOR LEAGUE SPORTS ECONOMICS, 1996

Average
Player Payroll/ Payroll/
League Salary Revenue Oper. Exp.
NBA $2,190,000 46.2% 64.3%
MLB $1,280,000 61.9% 64.6%
NHL $ 902,900 81.4% 95.8%
NFL $ 795,000 68.1% 78.8%

© 1997 Paul Kagan Associates, Inc.
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TV PROGRAMMING COST ANALYSIS (continued)

NATIONAL OVER-THE-AIR AND CABLE TV NETWORK SPORTS RIGHTS FEES

Under the national TV and cable contracts with the major sports leagues signed in the
early 1990’s, annual TV-cable rights of the four major leagues totaled over $1.3 bil. per year.
The current over-the-air and network TV contracts call for media payments to the leagues
totaling nearly $1.8 bil. per year, a 32% increase.

ANNUAL NATIONAL OVER-THE-AIR TV AND
CABLE NETWORK RIGHTS FEES

($mil.)
Previous Current Percent
Contracts Contracts Change
NFL $ 9125 $1,100.0 20.5%
NBA 218.8 278.0 27.1%
MLB 192.5 345.0 79.2%
NHL 13.5 440 225.9%
Total $1,337.3 $1,767.0 32.1%

Source: © 1997 PKA estimates.

NATIONAL FOOTBALL LEAGUE

Under its current four-year national TV contracts with ABC, NBC, FOX, ESPN and TNT,
the NFL is being paid $4.4 bil., or an average of $36.7 mil. per team per year. Media revenue
accounts for nearly 60% of a NFL team’s total revenue. The average team payroll has risen
from $4.5 mil. a year in 1982-86 to about $32.6 mil. per team, or 89% of TV revenue. Over the
past decade, TV revenue per team has risen 120%, while the average team payroli has risen
244%. .

NATIONAL FOOTBALL LEAGUE

($000)

Average Percent
Total TV Rev./ Payroll/ Payroll/ Player Salary
TV Rights Team/Yr. Team/YT. TV Rev. Salary Increase

1960-61 $ 600 $ 45 $ 675 1500% $ 15
1962-63 4,650 330 S00 273% 20 33%
1964-65 28,200 1,000 945 95% 21 5%
1966-69 75,200 1,600 990 62% 22 5%
1970-73 185,000 1,800 1,035 58% 23 5%
1974-77 269,000 2,600 1,350 52% 30 30%
1978-81 646,000 5,800 2,700 47% 60 100%
1982-86 2,100,000 13,600 4,500 33% 100 67%
1987-89 1,428,000 16,700 9,485 57% 21 111%
1990-93 3,650,000 32,600 15,975 49% 355 68%
1994-97 4,400,000 36,670 32,625 89% 725 104%

Source: © 1997 PKA estimates

According to the National Football League Players Association, since 1987 the average
player salary has risen even more—from $220,000 to $795,000, a total of 2,875% with starting
players commanding an average of $1.39 mil. vs. $300,000 a decade ago.
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TV PROGRAMMING COST ANALYSIS (Continued)

NFL PLAYER SALARIES

NFL Avg. NFL Avg.
Year Salary Starter
1983 $ 141,000 $ 170,000
1884 206,000 264,000
1985 217,000 264,000
1986 220,000 277,000
1987 220,000 300,000
1988 250,000 328,000
1989 319,000 346,000
1890 365,000 461,000
1991 425,000 539,000
1992 492,000 627,000
1993 683,000 1,008,000
1994 636,000 1,047,000
1995 714,000 1,192,000
1996 795,000 1,388,000

Source: NFLPA, USA Today, May 7, 1997.

Marquee players like Deion Sanders fare even better. His current contract is for $35.3
mil., including a record $13.0 mil. bonus. The average annual salary of starting quarterbacks
last year averaged $2.39 mil., defensive lineman $1.22 mil. and linebackers $1.17 mil.

The major sports leagues, through collective bargaining, have adopted some form of
team by team payroll controls, commonly called “salary caps” and/or limitations on rookie

salaries and eligibility for free agency.
sometimes with the exceptions swallowing up the rule.

These so-called caps, however, are very “soft,”

Salary caps are hardly a panacea. NFL teams are paying $44.7 mil. against their 1997
salary cap of $41.45 mil. per team for players no longer on their active rosters (referred to as
ghost salaries). That is an average of $1.493 mil./team.

KAGAN MEDIA APPRAISALS, INC.



TV PROGRAMMING COST ANALYSIS (continued)

NATIONAL FOOTBALL LEAGUE
Total Payroll Top 10 Ghost Avg. 1996
Team 1994 1995 1996 Players Salary Salary
. (000)
Philadelphia $ 33,310 $ 35150 $ 41,143 59.9% $423 $ 721,800
Dallas 34,010 36,350 40,213 54.9% 277 693,331
Buffalo 32,990 34,550 39,374 51.7% 842 690,777
Detroit 33,810 . 35,820 38,573 55.7% 353 688,796
Pittsburgh 32,760 36,020 39,934 51.4% 359 688,513
Denver 32,680 34,700 36,490 54.0% 2,641 663,449
N.Y. Giants 32,910 35,050 39,758 46.5% 1,356 662,631
San Francisco 32,980 33,370 36,649 54.2% 1,240 654,437
Tampa Bay 29,990 35,680 38,594 51.6% 771 654,133
Kansas City 32,330 35,310 39,171 48.4% 286 652,848
Arizona 32,130 34,720 37,308 63.0% 1,762 643,244
New England 32,840 33,030 37,288 51.7% 1,372 642,896
New Orleans 32,210 32,110 39,848 53.5% 929 642,708
Minnesota 29,920 35,440 38,501 50.1% 1,977 641,681
indianapolis 32,200 34,240 38,461 52.6% 1,906 641,013
Oakland 33,730 36,440 37,156 41.8% 1,933 640,624
Baltimore 32,180 30,070 35,208 54.1% 7,254 640,141
Cincinnati 29,860 36,030 37,122 49.6% 174 640,032
N.Y. Jets 33,120 32,140 37,044 51.3% 686 638,682
San Diego 32,200 34,770 37,601 57.1% 900 637,298
Green Bay 33,440 33,780 38,220 51.7% 949 637,005
Carolina 31,400 35,231 48.7% 892 629,117
Chicago 31,250 34,300 40,794 49.6% 727 627,603
Washington 33,350 35,440 38,894 53.4% 3,368 627,320
Houston 32,670 31,350 34,370 51.6% 1,331 624,910
Atlanta 32,390 35,910 35,477 53.2% 818 622,400
Jacksonville 29,220 36,060 50.1% 620 611,177
Seattle 33,920 35,460 38,094 47.5% 2,947 604,669
St. Louis 31,180 34,400 34,581 51.9% 685 586,120
Miami 32,220 35,050 31,547 54.5% 4,998 §73,587
AVERAGE 32,449 34,243 37,623 52.2% 1,493 644,098
TOTAL 908,580 1,027,300 1,128,701 44 776

Source: USA Today and © 1997 PKA estimates.

The TV rights to broadcast NFL games have more than doubled between the 1982-86
and 1994-97 contracts, from $2.1 bil. to $4.4 bil. The next four-year TV contract for broadcast
and cable rights to NFL games, covering the 1998-02 seasons, could be 40% to 50% higher
than the current contract. That would raise the sports rights for NFL from $4.63 bil. from 1994-
97 to nearly $7.0 bil.
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TV PROGRAMMING COST ANALYSIS (continued)

NFL TV RIGHTS FEE ESTIMATES (mil.)

-——-Est. NFL Rights— % ~——-Ad Sales—- %
Network 1994-97 1998-02 Change 1995 1996  Change
ABC $ 925 $1,700 - 83.8% $ 328 $ 364 10.9%
FOX 1,590 1,800 13.2% 374 410 9.7%
NBC 868 1,300 49.8% 315 392 24.6%
TNT/ESPN 1,020 1,750 71.6% n.a. n.a. n.a.
DIRECTV $125-225 350 55.6% 40* 48* 20.0%

* Subscription fee; Ad sales are for calendar year; n.a.=not applicable due to subscription and ad revenue streams.
Source: © 1997 Paul Kagan Associates, Inc. estimates.

Much of the speculation centers around how badly CBS wants back into the NFL fold
and how aggressively Fox will bid for more. The thinking is that ABC currently has the best
bargain, so it will likely bear the brunt of the NFL’s price hikes. If ABC balks, CBS and Fox will
be waiting in the wings.

Currently TNT carries NFL games on Sunday evenings for the first half of the season
and ESPN has cable games for the second half of the year. Rather than splitting the Sunday
Night package, one cable network might outbid the other for the entire package. Fox, which
owns The Family Channel, FX, and cable RSNs, is also interested in a cable package.

ANNUAL CABLE AND TV RIGHTS FEES
(mil.)

Year Cable Fee Broadcast Fee
1987-89 ESPN $ 51 ABC/CBS/NBC $417
1990-93 ESPN/TNT 225 ABC/CBS/NBC 700
1994-97 ESPN/TNT 255 ABC/FOX/NBC 845

© 1997 Paul Kagan Associates, Inc. estimates

NATIONAL BASKETBALL ASSOCIATION

This is the final season of the NBA'’s four-year $750 mil. deal with NBC and its four-year
$350 mil. deal with Turner Broadcasting. Both include profit sharing on top of a rights fee. The
NBA, Nov. 12, announced new four year deals with NBC and TBS/TNT. The 1998-2001 NBC
pact is for $1.75 billion (+133%) and the new TNT/TBS deal is for $890 mil. (+154%). That
raises NBC’s annualized fee from about $190 mil./season to $437.5 mil. and Tumer's annual
fee from $88 mil.fyr. to $222.5 mil.

National media revenue for each NBA team will more than double from $9.3 mil./yr. to
$22 mil. /yr. The annual network TV rights fee under the new contract is 937% higher than a
decade ago and the cable rights fee is up 790%. Speaking at a PKA MEDIA SPORTS
BUSINESS conference on Nov. 13, 1997, player agent Leigh Steinberg of Steinberg & Moorad
said he expected the average NBA player's salary to double from $2.2 mil. to $4.4 mil. by the
end of the new TV contracts.
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TV PROGRAMMING COST ANALYSIS (continued)

Cable TV regional sports network rights fees have leaped as well, jumping from the $2
mil. to $3 mil. per year range to around $3 mil. to $5 mil. Last year, 26 NBA teams televised an
average of 36 games on cable RSNs, with an average rating of 2.9.

NBA TV-CABLE RIGHTS FEE HISTORY

($mil.)
Year Network Feelyr.
1980-81 CBS $18.5
1982-85 CBS 22.0
1982-85 ESPN/USA/TBS 55
1986-89 CBS 43.3
1986-87 TBS 12.5
1988-89 TBS 25.0
1990-93 NBC 150.0
1990-93 TNT 68.8
1994-97 NBC 190.0
1994-97 TBS/TNT 88.0
1998-01 NBC 437.5
1998-01 TBS/TNT 222.5

© 1997 Paul Kagan Associates, Inc.

Despite being the first league to adopt a salary cap, the NBA has been plagued by free
agency and re-signing exceptions that appear to have swallowed up the rule. Recently, 21-
year-old Kevin Gamnett, who came to the NBA directly from high school in 1995, signed a record
six-year extension with the Minnesota Timberwolves for $123 mil. It is the richest contract in
professional sports. His contract is said to be worth $32 mil. more than owner Glen Taylor paid
for the franchise in 1995.

TOP NBA PLAYER CONTRACTS
Player/Team Years Total Average
(mil.) (mil.)
Michael Jordan, Chicago 1 $35.0 $ 350
Kevin Garnett, Minnesota 6 123.0 20.5
Patrick Ewing, New York 4 70.0 17.5
Shaquille O'Neal, L.A. Lakers 7 120.0 171
Alonzo Mourning, Miami 7 105.0 15.0
Juwan Howard, Washington 7 105.0 16.0
Rasheed Wallace, Portland 6 80.0 13.3
Gary Payton, Seattle 7 88.0 12.6
Hakeem Olajuwon, Houston 5 60.0 12.0
Kikembe Mutombo, Atlanta 5 57.0 114
Bryant Reeves, Vancouver 6 65.0 10.8
Horace Grant, Orlando 5 50.0 10.0
David Robinson, San Antonio 6 60.0 10.0

© 1997 Paul Kagan Associates, Inc.

8 KAGAN MEDIA APPRAISALS, INC.



